





“EXCHANGE 


PUBLISHED BY THE,NEW YORK STOCK EXCHANGE 





Equity vs. Debt 


Price Bigness? 


> age 








APRIL 


SUN MON TUE 


WED THU FRI SAT 


1 2 





23 
23 30 








77HEN Sewell Avery and Louis 
W Wolfson square off in Chi- 
cago April 22 in their fight for 
control of Montgomery Ward & 
Company, it promises to be one of 
the most exciting annual meetings 
of corporation stockholders in re- 
cent years. 


Interesting and important as 
that gathering will be, however, 


the annual meeting of the big mail 
house is only 
dreds scheduled for the current 
month. 

Altogether, more than 430 listed 
companies will hold their annual 
meetings of stockholders during 
the month of April. 

Even on April 22—the 
decision for 


order one of hun- 


day of 
Montgomery Ward 
share owners—at least two other 


listed companies Borg-Warner 


Corporation and National Auto- 
motive Fibres, Inc.—will hold 
their annual meetings also. 

The following Tuesday-—April 


26— -will probably set a record for 
the greatest 
meetings of 
single day: 
panies are 
that date. 


of annual 
stockholders on a 


number 


nearly 70 listed com- 


scheduled to meet on 


\mong them are such well- 
known American 
Can, American Smelting & Refin- 
ing, Boeing Airplane, C. I. T. Fi- 
nancial, Continental Can and Corn 
Products Refining. 

Also: Eastern Air Lines, East- 
man Kodak, W. T. Grant, Gulf Oil. 
Ingersoll-Rand. International Busi- 
ness Machines, National Gypsum, 
Phillips Petroleum, 
Stores. Seaboard Air Line 
road, The Texas Company 
Youngstown Sheet & Tube. 


enterprises as 


Safeway 
Rail- 


and 


Favorite Dates 

Other favorite corporation an- 
nual meeting dates this month are 
April 19, 20, 27 and 28 

On each of those four days, ofli- 
‘ials of more than 30 listed com- 
panies will play host to share 
owners: report to them on achieve- 
ments of the past and prospects for 
the future; answer their questions; 
hear themselves lauded or be- 
labored: listen to suggestions. 

The stockholders will re-elect 
directors or choose new ones, and 
register their opinions on any 
other important matters that may 
require their votes. 
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EQUITY vs. 
DEBT FINANCING 


By BENJAMIN F. FAIRLESS 


Chairman, United States Steel Corporation 


ust as United States Steel must 
be able at all times to bid suc- 

cessfully for the consumer’s dollar 
in the steel market, so it must also 
be able to bid successfully for the 
investor’s dollar in the securities 
market. 

In the steel market, its products 
compete not only against those of 
more than 100 other important 
steel producers, but also against 
many other metals and materials 
which are currently offered as sub- 
stitutes for steel. And in the finan- 
cial markets, the securities of U. S. 
Steel must compete against the 
offerings of every other enterprise 
and agency—both governmental 
and private—which is seeking the 
confidence and favor of the Amer- 
ican investor. So clearly, I have 
a deep interest in the preservation 
of sound and properly conducted 
markets where the securities of 
U. S. Steel and other institutions 
can be freely and openly traded. 





Big Investment 


Of all the industries I can think 
of, very few indeed require such a 
large investment of capital behind 
each unit of production. Today, if 
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you build a steel plant from 
scratch, as we recently did in the 
case of Fairless Works, and if you 
provide the necessary new sources 
of iron ore, as we have in Vene- 
zuela. you will find that it costs at 
least $300 to build a single ton of 
wholly-integrated new capacity, 
complete with all necessary finish- 
ing facilities, raw materials re- 
sources and working capital. Nor 
is there any practical prospect of 
a decline in this cost in future 
years. Fortunately, however, it is 
not always necessary to start from 
scratch; so not all new capacity 
costs that much. But, clearly, the 
steel industry faces heavy capital 
expenditures in the future. 

A review of the history of the 
corporation’s debt financing since 
1915 shows 
that, except for 
relatively small 
issues by sub- 
sidiaries, the 
only borrowings 
were $100 mil- 
lion in 1938, the 
balance of $75 
million of which 
was refunded in 











1940 and paid off in its entirety by 
1944, and the $300 million bor- 
rowed in 1954, in the form of ten- 
year serial debentures. 

We believe that, to the extent 
possible, a company in a durable 
goods industry, subject to rela- 
tively wide fluctuations in its busi- 
ness volume, should avoid a high 
debt ratio lest fixed charges and 
maturities prove difficult to meet 
in periods of lesser activity. 

One purpose of the issue of 
debentures last August was to re- 
store in part working capital ex- 
pended in recent years in United 
States Steel Corporation’s expan- 
sion and modernization program. 


Post-War Expenditures 
From 1946 to 1954, inclusive, 
United States Steel Corporation’s 
expenditures for facilities—includ- 
ing its compliance with the Gov- 
ernment’s “guns-plus-butter” pol- 
icy—were about $2.5 __ billion. 


During this period its wear and 
exhaustion—often called depreci- 
ation—fell short of equalling these 
expenditures by approximately 
$1 billion. This grave deficiency 
is of national importance and a 
condition that can be remedied 
only by Congress. It arises _pri- 
marily from the decline in the pur- 
chasing power of the dollar. 


Depreciation Inadequate 

Depreciation in any period rep- 
resents that portion of the capital 
originally expended which is used 
up in the production of products 
in such period. In_ present-day 
tax legislation the total number of 
dollars that can be recovered in 
depreciation over the life of a 
given facility is limited to the num- 
ber of dollars originally expended 
for the facility. Because of the 
great decline in the buying power 
of the dollar, the depreciation dol- 
lars recovered today, based on dol- 


Blast furnaces and ore yard at Fairless Works near Morrisville, Pa. 
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Benjamin F. Fairless became Chairman of the 
Board of United States Steel Corp. in May, 
1952, following 15 years as President of the 
company. He started his career with U. S. Steel 
in 1935 as president of one of its important 
subsidiaries, Carnegie-Illinois Steel. 

Born at Pigeon Run, Ohio, in 1890, Mr. Fair- 
less is the son of a coal miner. He attended 
Wooster College, Wooster, Ohio, using money 
he had saved from his earnings as a school 


teacher. Mr. Fairless holds honorary degrees from 13 universities. 
He is a director of Mellon National Bank and Trust Co., the Ameri- 
can Ordnance Association, and the American Iron and Steel Institute. 
He also holds the positions of vice president and member of the ex- 
ecutive committee of the American Iron and Steel Institute. 





lars spent many years ago for fa- 
cilities, are simply not enough to 
replace these facilities—not enough 
dollars to equal the buying power 
originally expended. 


Plow Back Earnings 

The $1 billion over and above 
the wear and exhaustion amount 
required to meet the $2.5 billion 
capital expenditures was met by 
reinvestment of income in_ the 
amount of $643 million. The bal- 
ance of $378 million came prima- 
rily from drawing down working 
capital and from the sale of Gov- 
ernment 
quired. 


bonds previously ac- 
The $643 million of in- 
come reinvested during this period 
represented 43.7 per cent of the 
income earned during the nine- 
vear period. The remainder of in- 
come, or 56.3 per cent thereof, was 
paid out to stockholders in divi- 
dends. 

In undertaking its financing, 
United States Steel Corporation 
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had the choice of selling stock or 
issuing bonds. 

The advantages of selling stock 
would be: (a) funds so secured 
would be regarded as permanent 
and the question of paying off or 
refinancing, as in the case of issu- 
ing bonds, would not arise; and 
(b) since dividends are discretion- 
ary, they would not—as bond in- 
terest might—-become a fixed bur- 
den in periods of adverse business 
conditions. 


High Cost 

The disadvantages of selling 
stock would be: (a) since the 
stock was selling in the market 
much below its book value, and 
still further below its value if the 
corporate properties were stated in 
terms of current dollars, the equity 
of existing stockholders would be 
significantly diluted; and (b) high 
cost. At the time the financing was 
being considered, U. S. Steel com- 
mon stock was yielding approxi- 


3 








mately 6 per cent. To secure $100 
in new capital would thus cost $6 a 
year in dividends. At a 54 per cent 
income tax rate, this meant that 
approximately $13. which could 
come only from customers, would 
be required annually to cover the 
dividend cost of securing $100 of 
new capital. 

The advantages of selling bonds 
would be: (a) dilution of equity 
of existing stockholders would be 
avoided: and (b) low cost. The 
interest cost would be approxi- 
mately 2.6 per cent and hence only 
$2.60 from customers would annu- 
ally be required to cover each $100 
of new capital so secured. Thus. 
in terms of receipts from cus- 
tomers. the bond cost would be 
only one-fifth that of issuing addi- 
tional stock, 

Fixed Changes 

The disadvantage of selling 
bonds would be the assuming of 
fixed charges and maturities that 
durable goods industries. being 
subject to wider fluctuations than 
industry in general. should avoid 
lest they prove financially embar- 
rassing in periods of lesser busi- 





| COMMON STOCK 
$100 NEW CAPITAL 
Company must 
earn $43 
to pay #6 dividend 





ness activities. In this case. how- 
ever, there being very little prior 
debt outstanding. the fixed charge 
feature was not a deterrent. The 
possibility of maturity coming at 
a time when it might be difficult 
to pay off or refinance the debt 
was met by issuing serial debenture 
bonds. 
Heavy Taxes 

The advantages, in this instance. 
of issuing serial bonds far out- 
weighed those of selling common 
stock. The great difference in cost 
previously mentioned arises pri- 
marily from the heavy taxation of 
income destined to be paid out in 
dividends. That United States 
Steel Corporation’s case is some- 
what typical is perhaps evidenced 
by the fact that corporate bond flo- 
tations over the past year have 
been approximately triple the flo- 
tations of equities. 

The double taxation of divi- 
dends places a premium on resort- 
ing in large measure to debt in- 
stead of equity financing. which 
may prove unhealthy both to the 
equity markets and to the financial 
structures of corporations. 


BONDS y 


$100 ADDITIONAL 
FUNDS 


Costs Company | ¢ \ 
only $ 2.60in 
Bond Interest 
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General Electric Paces Growth 


In Share Owners 


YENERAL ELECTRIC added more 

¥new common share owners 
last year than any other listed cor- 
poration, although American Tele- 
phone & Telegraph continued to 
hold first place in total stockhold- 
ers by a wide margin. 

Shown below are 10 listed com- 
panies which topped all others 
early this year in share owner 
totals. 

General Electric’s gain of 49.478 
new share owners over a_ year 
earlier compared with A. T. & T.’s 
increase during the same period of 
41.754 stockholders. The sharp 
General Electric increase was at- 
tributed by that company to (1) 
the 3-for-1 split last June. which 
brought the market price of the 
stock into a range attractive to 
a great many investors. and to 
(2) a substantial gain in the num- 
ber of GE. employe-stockholders. 


A.. T..& T.'s total: of 1.307.215 





share owners early this year was 
more than double the figure for 
any other company. 

The 10 companies together had 
a total of 3.388.674 common share 
owners, an increase of 64,509, or 
1.9 per cent, over a year before. 
The 10-company total undoubtedly 
includes considerable duplication, 
because many investors own shares 
in two, three or more enterprises. 

Besides General Electric and 
\. T. & T.. only two of the compa- 
nies cited—Standard Oil Company 
(New Jersey). with an increase of 
12.492. and Consolidated Edison 
Company of New York, with a rise 
of 645--gained common. stock- 
holders last vear. 





10 LISTED COMPANIES WITH MOST COMMON SHARE OWNERS 


Number of Common Share Owners Early In Year 








Company 1955 1954 1950 1945 1940 
American Tel. & Tel. 1,307,215 1,265,461 829 498 668,013 636,884 
General Motors 459,068 466,155 403,065 401,999 364,675 
Standard Oil (N. J.) 296,782 284,290 215,010 155,048 130,778 
General Electric 295,945 246,467 250,705 234,631 209,733 
U. S. Steel 221,896 230,048 177,333 165,880 165,745 
Cities Service ; 183,000 192,900 236,645 347,917 437,510 
Socony-Vacuum Oil 174,910 175,133 159,737 120,805 113,072 
Radio Corp. 159,563 163,572 182,597 205,044 228,882 
Pennsylvania Railroad ealniaterstane 154,398 164,887 199,850 213,121 209,346 
Consolidated Edison of N. Y. 135,897 135,252 124,505 112,377 98,878 
APRIL, 1955 








1954 
DIVIDEND 


Boosters 


ANY of the 417 listed common 
M stocks which boosted their 
1954 cash dividend payments 
above 1953 were well-known is- 
sues with long. uninterrupted rec- 
ords of dividend disbursements. 

The 30 issues shown in the table 
on the following page certainly 
should be well known, since each 
one has paid cash dividends for 
periods ranging from 25 to 92 
years—averaging better than 40 
years. 

Nineteen of these common 
stocks—each marked by a star 
in the tabulation—paid the largest 
amount of cash dividends in 1954 
for any year since the present stock 
was issued to the public. The aver- 
age dividend-longevity record for 
these 19 issues exceeds 42 years. 

An investor who owned 10 
shares of each of the 30 common 


with, 


DIVIOEND 
#649.40 















stocks tabled would have received 


cash dividends last year in the 
amount of $649.40. 

That would have been $94.20. 
or nearly 17 per cent, greater than 
the 1953 cash dividend income on 
the same securities of $555.20. 


Big Increases 


On a percentage basis, some of 
the larger individual increases in 
cash dividend distributions over 
1953 included International Salt, 
60 per cent; General American 
Transportation, 40; National 
Shares, 33: Procter & Gamble. 33: 
Minnesota Mining & Manufactur- 
ing. 30: Otis Elevator, 25: and 
Penick & Ford. 25 per cent. 

Of these seven. five—Interna- 
tional Salt. General American 
Transportation, Procter & Gamble. 
Minnesota Mining and Otis Fle- 
vator-—were among the 19 which 
paid record cash dividends. 

An investor who owned 10 
shares of each of these seven par- 
ticular stocks throughout the past 
two years would have received 
cash dividends totaling $200.60 in 
1954. That sum represented an in- 
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crease of $52.80, or 36 per cent, 
1953 cash dividend in- 
come on the same 
$147.80. 

In spite of the fact that 1] of the 
stocks in the table did not pay out 
a peak amount in cash dividends 


over the 


issues of 


last year, the combined 1954 pay- 
ments for those particular issues 
topped the total for 1953 by more 
than 13 per cent. The respective 
combined figures were $20.41 per 
share last year and $18.01 a share 
the year before. 





30 COMMON STOCKS WHICH BOOSTED DIVIDENDS IN 


Stock 
American Gas & Electric * 
Brown Shoe * 


Burroughs Corp. 





oS re 


Duquesne Light 


Gen'l Amer. Transp'n*. .. 
General Foods 

Hackensack Water* ........ 
International Salt* ........... 


Loew's, Inc. 


Minneapolis-Honeywell Reg. * 
Minnesota Mining & Mfg.*... 
National Dairy Products * 
National Lead* ............ 
National Shares 


N. Y. State Electric & Gas * 
Norwich Pharmacal 

Otis Elevator * 

Penick & Ford ih sald fink enc gi 
Pennsylvania Salt Mfg. 


Procter & Gamble * 
Ruberoid Co. 

Scott Paper * , 
Standard Oil (N. J.)* 
Sutherland Paper * 


James Talcott * 

Union Oil of Calif.* 
Universal Leaf Tobacco * 
Vick Chemical a epen 
Victor Chemical Works * 


* 1954 cash dividend largest since present stock issued. 
a — Adjusted for stock splits and stock dividends 


1954 
Cash Dividends Paid Per Share 

1954 1953 

BA Sore $1.68 $1.605 
3.80 3.40 
0.85 0.80 
2.70 2.40 
1.66 1.55 

2.625 1.88 a 
2.75 2.65 
1.925 1.70 
4.00 2.50 
0.90 0.80 
2.60 2.25 
1.30 1.00 

1.55 1.504 
2.10 1.75 
3.06 2.30 
phere A 1.95 1.90 
1.10 1.00 
sent 3.125 2.50 
2.50 2.00 
1.85 1.70 
3.45 2.60 

1.7la 1.63 a 

1.58 a 1.35 
4.55 4.50 
1.70 1.50 

1.05 0.91 a 

2.20 1.82 
2.05 1.70 

eae 1.330 1.18 a 
1.30 115 
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CONTINENTAL FOUNDRY SHARES 


ON BiG BOARD 


Yontinental Foundry & Machine 
Co. is one of the few com- 
panies in this country equipped 
to turn out castings weighing as 
much as 300,000 pounds. It manu- 
factures the huge equipment which 
mills. use to roll steel: makes 
rollers for other metal-processing. 
textile, paper. cereal and vegetable 
oil industries: and produces turret 
and hull assemblies for United 
States Army tanks. 

Late in March the company’s 
510.835 shares of $l-par value 
common stock (ticker symbol: 
CRF) were listed on the Stock 
Exchange. 


4,600 Employes 


Founded in 1930, Continental’s 
five plants—two in Wheeling. West 
Va.. and one each in East Chicago, 
Ind., and Coraopolis and Erie. 
Penna.—employ 4,600 people. 

Manufacturing activities are sep- 
arated into two divisions—-the 
Continental Division, which manu- 
factures the products mentioned 
above. and the Copes-Vulcan Divi- 
sion. founded in 1948, which pro- 
duces regulators, valves and other 
control equipment for boilers and 
equipment for cleaning boilers. 
Activities of the latter division are 
centered at the Erie. Pa.. plant. 

Last year, the Continental Divi- 
sion accounted for 88 per cent of 





Bending heavy steel plate at Con- 
tinental’s East Chicago plant. 


total sales volume. about a third 
of which came from the manufac- 
ture of tank assemblies and other 
defense products. 

The steel industry’s slump in 
mid-1954, which slowed demand 
for steel-making equipment, re- 
duced net sales to $56.606.000 in 
the fiscal year ended November 30, 
1954, from $94,813,000 in the pre- 
vious 12 months. 

However. lower taxes permitted 
Continental to maintain profits 
close to the previous fiscal year’s 
level. in spite of the fall-off in sales. 
Net profit amounted to $3.454.000. 
or $6.97 a common share. in fiscal 
1954, compared with $3.577.000, 
or $7.27 share. in the 12 months 
ended November 30. 1953. 

Continental Foundry & Machine 
boosted its cash dividends to $3.50 
a share in the 1954 fiscal year 
from $2 in the previous 12 months. 

The company’s common share 
owners number 2.786. 
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WHAT PRICE 
BIGNESS? 


0 big corporations—those na- 
tionally-known enterprises 
which register their sales or rev- 
enues in the hundreds of millions. 
or even billions. of dollars 


oper- 
ate as efficiently as companies 
with smaller incomes? 

The accompanying tabulation 


would seem to furnish an emphatic 
“ves” to that question. 

It shows 20 listed companies— 
10 whose 1954 sales or revenues 
averaged $2.480 million, and 10 
with an average of only $14 mil- 
lion. 


Range of Sales 

Sales or revenues of the 10 big 
companies ranged last year from 
$461.350.278 by International 
Business Machines to $9,823,526.- 
291 for General Motors. For the 
small companies, the range was 
from $8,184,031 for American En- 
caustic Tiling to Alpha Portland 
Cement’s $28,170,356. 

After deducting cost of mate- 
rials and supplies. selling expenses. 
salaries and wages. other adminis- 
trative costs and depreciation, nine 
of the 10 big companies retained 
10 per cent or more of their sales 
or revenues as operating income. 
The one exception was J. C. Pen- 
ney, which retained only 7.8 per 


APRIL, 1955 


cent—-a high ratio for an enter- 
prise in that corporation’s line of 
business. However, operating in- 
come of American Telephone & 
Telegraph (Bell System) amounted 
to 23.4 per cent of sales: while 
International Machines’ 
operating income was 22.2 per cent 
of its gross revenues. 

On the other hand, seven of the 
10 small companies retained less 
than 10 per cent of their sales or 
revenues as operating income. The 
three leaders in this group were 
Alpha Portland Cement, 28.7 per 
cent: American Encaustic Tiling, 
25.8 per cent; and United Stock- 
yards, 21.6 per cent. 

Tax collectors took a larger pro- 
portionate bite out of the sales or 


Business 











revenues of the 10 big companies 
than out of the income of the small 
ones. 

Eight of the big enterprises 
paid state and Federal 
taxes amounting to more than 5 
per cent of their sales or revenues: 
but only three of the other group 
showed ratios above 5 per cent. 

For the the 
ratios of taxes to sales or revenues 
ranged from 4.1 per cent in the 
case of J. C. Penney to 11.2 per 
cent for IBM. For the small com- 
panies, ratios ranged from 0.2 per 
cent for J. R. Thompson to 14.4 
per cent for American Encaustic 
Tiling. 


After paying taxes and interest 


income 


big companies, 


on their debt, if any, nine of the 10 
big companies managed to take 5 
per cent or more of sales down to 
net income. but only four of the 
other 10 could do that well. J. C. 
registered the smallest 
ratio of net income to sales——3.9 


Penney 


per cent—among the big compa- 
nies, and A. T. & T.—11.5 per cent 

recorded the largest. Among the 
10 small companies, Wilson-Jones 
—with a ratio of 0.3 per cent—re- 
tained the smallest proportion of 
sales as net income, and Alpha 
Portland Cement—16.2 per cent 
retained the most. 


Generally speaking, 


common 
stocks of the 10 big companies sell 


higher in the market—in relation 


Rasta 





1954 Net 
Sales or 
_Revenue _ 
Adams-Millis Corp. $ 13,562.577 $ 
Allied Chem. & Dye 530,776,716 
Alpha Portland Cem. 28,170,356 
Amer. Encaustic Tiling 8,184,031 


Amer. Tel. & Tel. (1) 4,784, 500,427 


Bethlehem Steel 1,656,809 455 


Central Foundry 20,761,256 
Divco Corp.+ 9,121,298 
General Motors 9,823,526 291 
B. F. Goodrich 630,670,600 
Charles E. Hires= 9,657,669 
Int'l Business Mach. 461,350,278 
Panhandle Oil Corp. 12,848,151 
J. C. Penney Co. 1,107, 156,633 
John R. Thompson Co. 14,709 641 
Union Carb. & Carb. 923,693,379 
U. S. Steel Corp. 3,250,527, 139 
United Stockyards= 10,463,045 
Westinghouse Elec. 1,631,045, 480 
Wilson-Jones Co.+ 15,579,883 


+ Year end other than 12/31. (1)Bell System. 


1954 EFFICIENCY RATIOS OF 10 BIG 


1954 

Oper. State and 

1954 Inc. as Federal 

Operating % of Income 

Income Sales Taxes 
716,771 5.3% $ 403,420 
74,567,885 14.0 31,550,699 
8,079,541 28.7 3,670,000 
2,112,035 25.8 1,175,000 
, 120,764,239 23.4 508 905,696 
248,122,421 15.0 119,000,000 
1,552,908 7.5 685,000 
785,963 8.6 407,000 
572,341 257 16.0 838,985 469 
74,699,922 11.8 36,474,000 
694,107 7.2 343,000 
102,409,045 22.2 51,800,000 
1,076,120 8.4 50,000 
86,467,198 7.8 45,647,000 
161,667 1.1 34,540 
161,562,088 17.5 82,349,987 
390,428,131 12.0 190,000,000 
2,258,730 21.6 1,268,624 
167,672,181 10.3 78,600,000 
303,570 1.9 156,633 


a Adjusted for stock dividends and splits. 
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AND 
Taxes 
as % 
of 
Sales LU 
3.0% $ 
5.9 4: 
13.0 4 
14.4 
10.6 54° 
72 137 
33 
45 
85 80! 
5.8 3 
3.6 
11.2 4 
0.4 
4.1 4 
0.2 
8.9 8 
5.8 19! 
12.1 
48 8 
1.0 
*Yie 





to share earnings—than the other 
eroup. 

On the basis of recent market 
prices and 1954 share earnings, 
nine of the 10 big companies’ equi- 
ties were selling for more than 10 
times their earnings: while only 
seven of the equities of the small 
companies showed similar ratios. 
Variations among the big compa- 
nies ranged from 9.6 times earn- 
ings for Bethlehem Steel to 33.2 
times by IBM. For the other 10. 
the range was from 6.9 times earn- 
ings by Central Foundry’s stock to 
62.5 times by Wilson-Jones shares. 
Based on 1954 cash dividend pay- 
ments per common share and re- 
cent market prices, only two of the 


hig companies showed a yield of 
better: while four 


of the common stocks of the small 


5 per cent or 


companies yielded above 5 per 
cent. 

For the big companies, yields 
varied all the way from 1 per cent 
by IBM to 5.3 per cent by General 
Motors: while the yields for the 
small companies ranged from 2.5 
per cent by Wilson-Jones to 6.4 
per cent by Adams- Millis. 

The 20 companies were selected 
more or less at random. although. 
of course. it was necessary to 
and “small” 
panies from among those whose 


choose “bie” com- 


1954 annual reports were available 
last month. 





3.6 
11.2 
0.4 
4. 
0.2 


= 


1954 
Net Earned 
1954 Inc. as Per Market 
Net % of Common Price 
Income Sales Share /16/55 
$ 310,354 2.3% $1.99 $ 314, 
43,071,766 8.1 4.73 93%, 
4,576,644 16.2 7.80 93 
942,934 11.5 1.46 13 
549,931,223 1S 11.42 179'/2 
132,837,154 8.0 13.18 12634, 
812,677 29 1.24 8!/, 
385,144 4.2 0.86 10 
805,973,897 8.2 9.08 93%, 
38,815,737 6.2 4.40 64 
353,633 3.7 0.91 VA 
46,536,625 10.1 11.35 377 
959,974 75 0.60 1% 
43,616,938 3.9 5.30 87 
102,015 0.7 0.52 14\/5 
89,779,271 9.7 3.10 83'/2 
195,236,672 6.0 6.45 77 
735,345 7.0 1.47 13's 
84,594,367 5.2 5.06 76'/2 
52,560 0.3 0.16 10 


AND 10 SMALL COMPANIES COMPARED 


Sells 

Times 1954 

Earn- Common 

ings Divs Yield* 
15.8 $2.00 6.4%, 
19.7 3.00 3.2 
11.9 3.00 az 
8.9 0.70 5.4 
15.7 9.00 5.0 
9.6 5.75 45 
6.9 0.40 4.7 
11.6 0.60 6.0 
10.3 5.00 5.3 
14.5 1.60a 2.5 
12.4 0.60 5.3 
33.2 3.80a 1.0 
19.0 0.30 2.6 
16.4 3.50 4.0 
27.4 0.60 4.2 
26.9 2.50 3.0 
11.9 3.00 3.9 
9.0 0.60 45 
15.1 2.50 3.3 
62.5 0.25 2.5 


“Yield based on 1954 cash common dividends per share and 3/16/55 market price. 
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PAY or PLOW? 


W HAT proportion of a corpora- 
tion's earnings should the 
common share owner expect to re- 
ceive in cash dividends? 

Is a 50 per cent pay-out——with 
the remainder plowed back into 
plant and facilities for future prof- 
its—a fair distribution? Or 75 
per cent? Or more? 

The stockholder, of 
course, is low man on the totem 
pole. Before his dividend can even 
be considered, the corporation 
must pay for materials and sup- 
plies: meet its payrolls; pay taxes; 
take care of bond interest if there 
is debt outstanding; and disburse 
dividends on any preferred stock 
which may be outstanding. 


common 


Opinions Differ 

Some share owners, particularly 
those of advanced years. might like 
to get their share of the company’s 
profits as soon as possible. Others. 
more interested in the long pull. 
are content to let the management 
plow back a goodly share of the 
profits in the expectation that any 
action will eventually be best for 
the enterprise—-and for them. 

That corporate management is 
far from agreed upon the ideal re- 
lationship between “pay-out” and 
“plow-back” is indicated in the 
accompanying table. It gives the 
1954 and 1953 share 
earnings and cash dividends per 
common share 


common 


as well as the ra- 


12 


tios between the two—for 20 
prominent corporations. 

Last year, the proportion of 
earnings paid out in cash common 
dividends by these 20 companies 
varied from 32.3 per cent by Good- 
vear Tire & Rubber to 83.4 per 
cent by Kennecott Copper. In the 
preceding year, the ratios varied 
from Goodyear’s 28.4 per cent to 
79.5 per cent by American Tele- 
phone & Telegraph (Bell System). 

Taking the 20 corporations as a 
whole. the 1954 pay-out on com- 





mon stock averaged 56.6 per cent. 
as compared with 52.9 per cent 
the vear before. 

Nine of the companies showed 
larger common share earnings in 
1954 than in 1953; while the 
other 11 earned less last year. 

Not one of the 20 reduced cash 
common dividend disbursements 
in 1954—12 paid more per share: 
while eight paid the same amount 
in both periods. 

Fourteen of the 20 disbursed a 
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larger proportion of earnings 
available for common dividends 
last year than they did the year 
before; while only six paid out a 
smaller proportion. 

Last year, 12 of the 20 corpo- 
rations paid out more than half 
of earnings in cash common divi- 
dends; while the other eight paid 
50 per cent or less—-mostly less. 

In 1953, only nine of the 20 
paid out more than half of earn- 
ings in cash dividends: whereas 
the other 11 paid out less than 
half. 

Nine of the 20 corporations 
tabled—— Allied Chemical & Dye, 


American Telephone & Telegraph. 


du Pont, Eastman Kodak, Gen- 
eral Electric, General Motors. Ken- 
necott Copper. Pacific Gas & Elec- 
tric and Union Carbide—-paid out 
more than half of their earnings 
in cash common dividends both 
last year and the year before. 

Of the remaining 11 companies. 
eight paid out 50 per cent or less 
of their earnings in cash dividends 
both in 1954 and 1953: while the 
other three paid over half last year 
compared with less than half in 
1953. 

The latter three were Atchison. 
Topeka & Santa Fe Railway. Ches- 
apeake & Ohio Railway and Stand- 
ard Oil Company (New Jersey). 





RATIOS OF DIVIDENDS TO EARNINGS FOR 20 COMPANIES 








Dividends Per Cent of 
Paid Per Earnings 
Earned Per Common Paid in 
Common Share Share Com. Divs. 
Company 1954 1953 1954 1953 1954 1953 
Allied Chemical & Dye Corp. $ 4.80 P $5.10 $3.00 $3.00 62.5% 58.8% 
Amer. Tel. & Tel. Co. (Bell System) 11.42 11.32 9.00 9.00 78.8 79.5 
Atchison, Topeka & Santa Fe Ry. 12.35 14.62 7.00 5.00 56.7 34.2 
Bethlehem Steel Corp. . ee 13.30 5.75 4.00 43.6 30.1 
Chesapeake & Ohio Ry. Co 5.01 6.04 3.00 3.00 59.9 49.7 
E. |. du Pont de Nemours & Co. 7.33 4.94 5.50 3.80 75.0 76.9 
Eastman Kodak Co. (1) 3.99 2.86 2.00 1.75 a 50.1 61.2 
General Electric Co. 2.46 1.92a 1.47a 1.33a 59.6 69.3 
General Motors Corp. ; 9.08 6.71 5.00 4.00 55.1 59.6 
Goodyear Tire & Rubber Co. 5.04 5.l14a 163a 1.46a 32.3 28.4 
Int'l Business Machines Corp 11.35 833a 380a 3.124 33.5 37.5 
Kennecott Copper Corp. 7.19P* 8.20* 6.00 6.00 83.4 73.2 
Pacific Gas & Electric (Co. enly) 2.88 2.82 2.20 2.05 76.4 72.7 
Phillips Petroleum Co. 5.20 P 5.25 2.60 2.60 50.0 49.5 
Shell Oil Company ‘ 4.40 E 420a 1.88a 1.484 42.6 35.2 
Socony-Vacuum Oil! Co., Inc. 5.07 P 5.35 2.25 2.25 44.4 42.1 
Standard Oil Co. (N. J., 8.92 9.61 4.55 4.50 51.0 46.8 
Union Carbide & Carbon Corp 3.10 3.55 2.50 2.50 80.6 70.4 
U. S. Steel Corp. 6.45 7.54 3.00 3.00 46.5 39.8 
Westinghouse Electric Corp. 5.06 P 4.53 2.50 2.00 49.4 44.2 


a — Adjusted for stock split and stock dividends. 


(1) — Includes U. S. Subsidiaries only. 


E — Estimated. P — Preliminary 


* — Before depletion. 
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OLL pRopUCER’S 






COMMON LISTED 


YOUTHERN Production Co., Ine.., 
vo are an ownership interest in 
904 producing oil wells and 169 
producing gas wells. produces oil 
and natural gas in eight states, 
mainly in the South. Southwest and 
West. as Alberta and 


Saskatchewan. Canada. The com- 


well as in 


pany is currently engaged in ex- 
ploring for oil. under agreements 
with other companies. over a 
3.000,000-acre tract in Alberta and 
British Columbia, Canada. 

Early this month, Southern Pro- 
duction listed 1,852,008 shares of 
its $l-par value common. stock 
(ticker symbol: SRP) on the Stock 
Exchange. 

Last year the company’s natural 
gas production attained a record 
level at 57.082 million cubic feet. 
Output of crude oil and other 
petroleum products increased to 


Regulating the flow of gas from a 
well in the Pledger Field, Texas. 





1,040 thousand barrels—identical 
with the 1952 record figure—from 
3.804 thousand barrels in 1953. 
Southern Production estimates 
its reserves of crude oil and other 
petroleum products at 62 million 
barrels. and its reserves of natural 
gas at 1.19 trillion cubic feet. The 
company’s largest gas property. 
which accounted for 44.4 per cent 
of its total gas sales in 1954, is 
located in the Pledger Field. 60 
miles southwest of Houston. Texas. 
The company owns a majority 
interest in a contract drilling firm. 
an interest in a company building a 
refinery. and an interest in two 
pipeline companies which _ will 
transport oil to the new refinery. 
Profits Set Record 
Both and 
reached new peaks last year. Gross 
operating income of $22.647.000 
was sharply ahead of the 1953 fig- 
ure of $19.961.000: while net in- 
come improved to $4,174,000 from 
$3.601.000. 
Southern Production. which did 


revenues profits 


not become an active oil producer 
until 1946. plowed back its earn- 
ings into new discoveries until this 
spring. However, an initial divi- 
dend of 25 cents per share will be 
paid to the 8.965 owners of its 
common stock on April 15. 
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Financial 
MtSTtTORwW 


N March 9 this year Governor 

Marvin Griffin of the State of 
Georgia signed a bill which will 
simplify the gift of securities to 
minors—and thereby made finan- 
cial history. 

Governor Griffin’s signature 
gave Georgia the distinction of be- 
ing the first State in the Union to 
cut through the bales of red tape 
which have almost hopelessly 
tangled what should be a very 
simple operation — giving your 
child or grandchild a share of 
stock. 


Campaign Started 

Last fall Keith Funston, Presi- 
dent of the Stock Exchange, 
touched off a campaign for reme- 
dial legislation before a meeting of 
the National Association of Securi- 
ties Administrators—the men who 
protect the interests of investors 
at the State level just as the Securi- 
ties & Exchange Commission does 
at the national level. 

\t that time. Mr. 
pointed out: 


Funston 


“| can open a savings account 
for my children or buy them each 
a savings bond with no complica- 
tions, and I can withdraw their 
money when they need it, or sell 
their bonds with no trouble. But 
to give them a share of stock each, 
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I am forced to have myself ap- 
pointed their guardian by the 
Court or establish a trust.” 

Mr. Funston added that owner- 
ship of a share of stock by a child 


is an excellent way to illustrate in 
simple and understandable terms, 
just what American Capitalism 
stands for and how it works. 
Legislation similar to that enact- 
ed by Georgia has been approved 
by the New York State Assembly 
but must still pass the Senate. 


Bills Introduced 


Through the cooperation of the 
Association of Stock Exchange 
Firms. which initiated the Georgia 
action, bills also have been intro- 
duced in the legislatures of Colo- 
rado, Connecticut. Maryland. Mas- 
sachusetts. New Jersey, Ohio. Cali- 
fornia and Texas. Discussions are 
under way for enabling legislation 
in Florida, Illinois. Nebraska. 
Pennsylvania and Towa. 

The Stock Exchange itself work- 
ed out the details of the model 
statute. 








10 GUIDEPOSTS 


For Potential Investors 











‘ COUPLE of months ago, a news- 


paper suddenly found 
himself out of a job, as reporters 
sometimes do. 


man 


Landing a new one wasn’t prov- 
ing easy and, making the rounds, 
he dropped in at THE EXCHANGE 
Magazine to see if there might be 
an opening he could fill. 

In the course of his conversation, 
he disclosed that he had received 
several thousand dollars in sever- 
ance pay. and added: 

“] think I'll pick up some cheap 
stock. With this kind of a market 
it’s a cinch to make money. and my 
profits will keep me going until | 
get back on a newspaper.” 


Clean-Cut Case 
Well. here was a good clean-cut 
case of a man who had no more 
business buying stocks than the 
Old Woman in the Shoe. He was 
out of work, had no way of know- 


ing when he would get another 
job. Newspaper men are not the 


highest paid people in the country 
and presumably his resources were 
limited. 

Reluctantly, perhaps unsympa- 
thetically, the Editors of this pub- 
lication urged him to forget the 
idea—which he did after it was 
pointed out to him just why his 
personal responsibilities made it 
impossible for him to consider in- 
vestment in stock, let alone specu- 
lation. 


A Set of Rules 


This experience led the staff of 
THE EXCHANGE to try to come up 
with a set of rules for potential 
investors, in the hope that they 
might persuade 
those who con- 
template invest- 
ing — but 
possibly 
shouldn’t to 
wait until they 
are better equip- 
ped for such a 
step. 

Here are the 
10 points finally 
decided upon: 


> 
— 


who 


1. Since own- 
ing stock, like 
owning 








any 
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kind of property. involves the 
risk of loss, can I afford to take 
that risk with any part of my sav- 
ings: and, if so, what percentage? 
Do I have adequate savings and 
insurance to protect my family 
against sudden emergencies — 
when cash may be required quickly 
and at a time when I may not be 
able to sell my stock for the same 
amount of money that I originally 
put into it? 


2. What do I hope to gain 
through share ownership ? 
(a) additional income? 
(b) long-range growth of 
capital ? 
(c) immediate profits? 


3. In terms of reputation, im- 
portance of products or services. 
what company do | want most to 
invest in? 

Is It Listed? 

|. Does that company promise 
realization of the investment ob- 
jectives ve decided upon, and are 
its shares listed on the Stock Ex- 
change? 


5. What competition does this 
company face within its own in- 
dustry ? 


6. What are its earnings rec- 
ords—-in bad times as well as 


sood ? 


7. What are its dividend policy 
and record, annual price ranges 
of its common stock. and how do 
vield and ratio of earnings to 
market price compare with the 
same data for other companies? 
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8. Is the company’s management 
progressive: does the company en- 
joy favorable labor relations, pub- 
lic relations—where will the com- 
pany be 5—l10—15 years from 
now-—is its future promising? 


9. Does the company have 
bonds and preferred stock out- 
standing. which must get’ their 
share of its income before any 
money can trickle down to the 
common stock? What is the com- 
pany’s financial structure; the 
ratio of debt to equity securities? 


Get the Facts 


10. Have I investigated all facts 
available: have I. in other words. 
approached this investment as 
carefully as | would consider the 
purchase of my home, an auto- 
mobile? 





The above list certainly isn’t per- 
fect. For instance. no weight is 
given to general business condi- 
tions. the level of the stock market 
or the outlook for war or peace 
all of which may affect  invest- 
ments. 

Undoubtedly readers will think 
of other helpful rules. 

However. the 10 cited are at least 
a good start. 








IT PAYS 
To Read The 
ANNUAL 
REPORT 


ryp\uls is the season corporation 
Pana reports descend upon 
investors in a veritable flood. 

No one can say definitely how 
many investors read them. 

However. the Editors of THE 
EXCHANGE Magazine feel strongly 
that a stockholder should study 
carefully the annual report of the 
company in which he has an own- 
ership interest. 

The wisdom of such a_ policy 
would seem to be pretty well illus- 
trated by the following experience 
of a large investor: 

This man owns a sizable block 
of common stock of a large listed 
chemical company—an important 
phase of whose business is the 
manufacture and sale of explo- 
sives and blasting supplies. 


Recently, this investor learned 
that the use of industrial explosives 
in coal mining had contracted to 
32 per cent of the consumption of 
all industrial explosives by 1953 
from 49 per cent in 1945. 

The drying up of orders from 
the coal industry, he feared, might 
hurt the chemical company’s earn- 
ings. 

In a short time, however. he 
read the following inconspicuous 
item in the company’s 1954 annual 
report to stockholders: 

“Sales of * * * explosives and 
blasting supplies were well main- 
tained in 1954, 


Greater Demand 

“The decline in explosives used 
in bituminous and anthracite coal 
mining in recent years has been 
offset by increased demands in 
other fields, such as construction. 
petroleum, public utilities, quarry- 
ing and metal mining. The current 
high level in the oil industry and 
in highway and public works con- 
struction has particularly 
beneficial to our explosive opera- 
tions.” 


been 


The investor decided. of course. 
that his fears were groundless. 
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There’s Nothing ODD 
About ODD LOTS 


ABOUT TWO MONTHS AGO the 
A Stock Exchange released some 
of the results of its latest Public 
Transaction Study, the fourth in a 
continuing series of market pho- 
tographs. 

The Study, analyzing » transac- 
tions on December 8 and 15, cov- 
ered such areas as why people 
bought and sold stock, the use of 
credit in the market, and amount 
of public and institutional partici- 
pation in the market. 


Supplementary Data 


Now, valuable supplementary 
material has become available. 
Much of it concerns the market 
behavior of the so-called little fel- 
low. the man or woman who buys 
or sells stocks listed on the Ex- 
change in less than the customary 
100-share unit—in other words, the 
odd-lot investor. 

The picture which emerges 
shows that the odd-lot investor 
may earn less than $5,000 a year 

-or more than $25,000 a year. 
He—or she—tends to be more con- 
servative than the round-lot owner 
and has a preference for higher 
priced shares. He—or she—would 
rather do business on a cash basis 
instead of margin. And the odd- 
lot investor accounts for millions 
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of dollars worth of business daily 
on the Exchange. 

Well over double all shares 
traded as odd lots, and classified in 
the December 8 and 15 analyses, 
were for cash—383,815 against 
159,922 on margin. 


Cash Preferred 


No matter which income bracket 
the odd-lot investor was in, cash 
was preferred to margin. In the 
under $5,000 bracket, 78.1 per cent 
of all shares bought or sold as odd 
lots were for cash and 21.9 per 
cent on margin—contrast this with 
52.8 per cent cash for round- 
lot shares and 47.2 per cent on 
margin. In_ the _ plus-$25,000 
bracket, the percentage was about 
the same for odd lots, 72.3 cash 
and 27.7 margin. But in that same 
income group more shares traded 
as round lots were for margin 
than for cash——54.2 per cent 
against 45.8 for cash. 

The odd-lot customer was far 
more interested in investment than 
his round-lot brother—or sister. For 
instance, only 7.5 per cent of all 
shares bought and sold as odd lots 
represented trading transactions- 
that is, transactions closed out or 
expected to be closed out within 
30 days. But 17.5 per cent of all 
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shares traded in round lots were 
trading transactions. 

Nearly three-quarters, or 72.9 
per cent, of all shares bought and 
sold as odd lots represented long- 
term investment transactions, 
These were securities held for six 
months or more or expected to be 
held for that time. Only 53.5 per 
cent of round-lot shares. however, 
were in that category. 

Considerably over half of all 
shares traded as odd lots were 
bought or sold by people in the 
$10,000 or lower income group. 
They accounted for 61.8 per cent, 
while only 30.7 per cent of round- 
lot shares came from that group. 

At the other end of the income 
scale, 35 per cent of all round-lot 
shares were traded by people earn- 
ing $25,000 and up a year—but 
only 9.9 per cent of all odd-lot 


shares were traded by this group. 

Easily the most popular size 
of transaction for the odd-lot 
trader was 50 shares which ac- 
counted for over one-quarter of 
all odd-lot transactions and repre- 
sented volume of nearly $16.000.- 
000. Only 8.1 per cent of odd-lot 
transactions were in units between 
51 and 99 shares. Transactions in- 
volving 1 to 9 shares accounted for 
11.2 per cent of all odd lots. 

Ten-share transactions accounted 
for 12.3 per cent of all odd lots 
and 21 to 29 shares each for 12.9 
per cent. 

The average number of shares 
involved in all odd-lot transactions 
by public individuals was 31 
against 168 for all round lots. Av- 
erage price per share for all odd 
lots was $43.75—against $27.13 
for all round lots. 





Distribution of Shares Bought and Sold By Public Individuals 
on Dec. 8 and 15, 1954, Combined 














Average per transaction: Total Round Lots Odd Lots 
Number of shares 119 168 31 
Price Per share $ 28.66 = 27.13 $ 43.75 
Value $3,422.00 $4,567.00 $1,348.00 
Distribution of shares by: 
Cash vs. Margin: 
For Cash 47.5% 45.1% 71.6% 
On Margin 52.5%, 54.9%, 28.4% 
Estimated 1954 income: 
Under $5,000 7.0% 5.9%, 18.5% 
$ 5,000-10,000 26.5% 24.8%, 43.3% 
$10,000-25,000 33.8% 34.3% 28.3% 
Over $25,000 32.77, 35.0% 9.9% 
Trading or investing: 
Trading 16.6%, 17.5% 7.5% 
Short-term investing 27.8%, 28.7% 19.6% 
Long-term investing 55.6% 53.5% 72.9% 
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GUARD Your 
Stock Certificate! 


sit 
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oT long ago the private secre- 
N tary to one of the directors of 
a prominent listed company in- 
formed that corporation her em- 
ployer had lost his certificate for 
250 shares of its common stock. 

She was told that—despite his 
board membership —her _ boss 
would have to follow the same 


« 





procedure as any other stockholder 
in a similar predicament, includ- 
ing the furnishing of an indem- 
nity bond with unlimited liability. 

The girl said he would do so. 

She was a bit optimistic. When 
the director discovered that the 
indemnity bond for 250 shares of 
that stock would cost him $600, 
he hit the ceiling—and he also 
made a considerable more _thor- 
ough search than his first attempt. 


Many Not Lucky 


Fortunately. he finally found his 
certificate, but many other in- 
vestors haven't been so lucky. 

Since your stock certificate is the 
only evidence that you possess of 
your partnership interest in a cor- 
poration, common sense indicates 
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that you should: Guard it well! 

To replace a lost, stolen or de- 
stroyed stock certificate, the stock- 
holder must: 

Notify the company of the loss: 
request transfer be stopped. 

If his shares have been trans- 
ferred to someone else, he must 
establish ownership— which may 
involve court proceedings. 

If the stock hasn’t turned up in 
some other name, a lost security 
affidavit must be supplied. 

Then comes the most expensive 
hurdle of all: An indemnity bond 
with unlimited liability must be 
obtained from an acceptable surety 
company to protect the issuing cor- 
poration from loss in the event the 
original certificate should be pre- 
cented later by a bona fide pur- 
chaser under the law. 


Bonds Expensive 


Indemnity bonds aren’t cheap— 
averaging about 6 per cent of the 
market value of common stock. So, 
if you lose your certificate for 20 
shares of XYZ Common when it is 
selling for $75 per share, be pre- 
pared to fork over $90 for an in- 
demnity bond. 

These rules may save you time, 
trouble. worry—and money: 

1. Always keep your stock cer- 
tificate in a safe place. 

2. Keep a complete record of 
your stock in a place apart from 
where the certificate is kept. 

3. Never sign your stock certifi- 
cate until you have to. 

4. Always use registered mail 
when mailing a stock certificate. 








Why do stock prices change? 


Question submitted by Janet Trosch, 


Rochester, N. Y., Foreign Service 


Basically, the answer is supply and demand. If more 

. people want to buy a certain stock than sell it, the price 

(fs. goes up; if more want to sell than buy, the price goes 

a down. Of course, many factors influence people’s decisions 

to buy and sell. Some of these are news about a company’s future growth 
or dividend prospects, investors’ need for cash, optimism or pessimism 
about business in general, tax laws, and changes in international relations. 


DOES THE EXCHANGE BUY AND SELL STOCKS? 
Question submitted by Robert Guilford, 


Chicago, Ill,, Advertising Representative 


No, the Exchange doesn’t buy or sell stocks—it is the 
market place where these transactions are made under 
strict regulations. Your order to buy or sell is handled by 
a broker representing you on the Exchange floor. The 
price is arrived at by open two-way auction bidding. The Exchange rules 
forbid price manipulations. Prices of listed stocks are sent out promptly 
over a nation-wide ticker system and are published in many newspapers. 


| LIVE FAR FROM NEW YORK — HOW DO |! BUY AND SELL STOCK? 
Question submitted by David Kittrell, 
Atlanta, Ga., Salesman 


No matter where you live, you can buy or sell stocks—or 

bonds—listed on the Exchange usually in a matter of 

minutes, You simply call or phone a Member of the 

# ££. Exchange. These firms will be glad to give you facts 

about securities — the risks as well as the opportunities. But whether you 

want to invest in stocks or bonds, or just learn more about them you'll get 
interested and experienced help at the Member Firm nearest you. 


OWN YOUR SHARE OF AMERICAN BUSINESS 
Members and Member Firms of the NEW YORK STOCK EXCHANGE 
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